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AUDIT AND RISK MANAGEMENT COMMITTEE 

Tuesday, 17 January 2023 
 

REPORT TITLE: MINIMUM REVENUE PROVISION 

REPORT OF: DIRECTOR OF FINANCE (SECTION 151 OFFICER) 

 
 
REPORT SUMMARY 
 
This report provides an update on the calculation of the annual Minimum Revenue 
Provision (MRP), made in relation to the financing of past and current capital expenditure. 
Audit and Risk Management Committee requested in July 2022 that a report be brought in 
regard of MRP to a future meeting of the Committee. This was in response to Grant 
Thornton’s, the Council’s external auditors, External Audit Annual Report 2020-21.    
 
 
RECOMMENDATION 
 
The Audit and Risk Management Committee is recommended to note the report. 
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SUPPORTING INFORMATION 

 
1.0 REASON/S FOR RECOMMENDATION 

 
1.1 To provide Members with relevant information and assurance around the Council’s 

capital financing arrangements and the calculation of the Minimum Revenue 
Provision.  
 

2.0 OTHER OPTIONS CONSIDERED 
 

2.1 There is the option not to report on this matter. This would however not be in 
accordance with the recommendation of the 20th July 2022 Audit and Risk 
Management Committee made in response to the Council’s external auditor Grant 
Thornton’s External Audit Annual Report 2020-21. 
 

3.0 BACKGROUND INFORMATION 
 

3.1 Grant Thornton presented their External Audit Annual Report 2020-21 to Audit and 
Risk Management Committee in July 2022. Within the report Grant Thornton 
commented on the Councils Minimum Revenue Provision (MRP) policy and made a 
number of points including: 

 

 £6.716m of MRP was charged to the revenue account in the 2020/21 financial 
year representing an average 3% of the total Capital Financing Requirement 
(CFR) of £262.6m 

 Wirral’s MRP policy complies with statutory guidance and has been approved 
by Full Council 

 The 2020/21 charge included a recurring reduction for an allowance for past 
MRP ‘overpayment’ of £2.6m which will cease after 10 years which will then 
lead to a future sizeable increase in MRP 

 MRP is calculated on an ‘annuity’ basis using an assumed 2% inflation rate 
which means MRP charges will increase year on year with benefits accrued in 
the short and medium term 

 Council should consider whether the current MRP policy is still considered 
appropriate and prudent and that forecast costs have been incorporated into 
future financial plans    

 
The background and explanation of these issues are explained below. 

 
3.2 Council annually approves a Minimum Revenue Provision (MRP) policy which is 

contained within the Capital Financing Strategy. The 2022/23 policy was approved 
by Policy and Resources Committee on 15th February 2022 and Budget Council on 
28th February 2022.  

 
3.3 MRP concerns the making of suitable provision (over an appropriate timeframe) to 

enable the full repayment of any capital programme costs which are funded via 
borrowing. Similar to a personal mortgage, costs will comprise of two elements: 
A. The borrowed principal and  

B. Interest charges associated with taking a loan to cover the funding requirement 
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Charges for the repayment of the principal debt is required to be made to the 
revenue account over a number of years via a charge known as the ‘Minimum 
Revenue Provision’ (MRP). Interest charges are also charged to revenue on an 
annual basis. 

 
3.4 The MRP charges made to Wirral’s revenue budget and the repayment period are 

determined by: 
a) the value of borrowing 
b) the life of the asset created or enhanced for example, a building constructed 
with an asset life of 50 years would average 2% for a 50 year period (2% x 50 = 
100%). 

 
3.5 The Prudential Code framework for capital financing was introduced from 1st April 

2008 following the Local Government Act 2003. The code replaced the previous 
system of credit approvals and prescribed repayment values relating to capital 
financing. The Prudential Code allowed increased flexibility in the financing of debt 
providing it was deemed to be reasonable and ‘prudent.’  The requirement for an 
annual Minimum Revenue Provision Policy to be agreed by Council was introduced. 
Treasury policies as with all other financial matters remained subject to external 
audit scrutiny and comment. 

 
3.6 Following the introduction of the Prudential Code, the Council pool of Council capital 

borrowing was split into two elements: 
 

  Pre 2008/09 ‘Supported Borrowing’ – this initially retained the previous 
policy of charging debt financing to revenue based upon an annual 4% 
balance of the capital debt.  
 

 2008/09 Onwards ‘Unsupported Borrowing’ – the charge of this capital debt 
was made on the basis of the asset lives of the assets created or enhanced.  

 
3.7 Under the flexibilities afforded by the Prudential Code, with the assistance of 

treasury management advisors, Wirral as many authorities obtained member 
approval to implement capital financing policy changes. The changes better reflected 
the actual use and benefits of financed capital assets, whilst providing short and 
medium term revenue account benefits via the reprofiling of capital financing costs. 
Three policy changes were agreed by Wirral members as detailed in table 1. 
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 Table 1: Agreed Capital Financing Policy Changes 
 

 Committee Decision Commentary Financial 
Impact 

     

1. Cabinet 8th December 
2016 

MRP 
charges re 
post April 
2008 capital 
to adopt 
‘annuity’ 
method 

Asset charges on 
‘annuity’ rather than 
straight line basis. 
Early years charges 
lower then gradual 
increase reflecting 
‘time value of money’   

£6.9m ‘one-off’ 
benefit in 
2016/17 then 
£1.25m in 
2017/18 with 
gradual 
reduction 
below previous 
charge until 
2038. Post 
2038 charges 
will be higher 
than 2016/17 
level 

2. Cabinet 6th November 
2017 

MRP 
charges re 
pre April 
2008 capital 
to extend 
‘annuity’ 
method 

As above method with 
asset charges on an 
‘annuity’ rather than 
straight line basis. 
Early years lower then 
gradual increase 
reflecting ‘time value of 
money   

£4 million 
benefit in 
2017/18. 
£3.8m 2018/19 
then reducing 
until 2035 
before charges 
increase 
above 2017/18 
level 

3. Cabinet November 
2019 

Rebase of 
‘Adjustment 
A’ opening 
‘credit’ for 
opening 
2008 MRP 
calculations 

Technical adjustment 
allowed counting of 
credit for older debt’ to 
be factored into future 
charging profile i.e. 
more has already been 
‘paid’ in earlier years 

£2.6m per year 
from 2020 for 
10 years. From 
2030 charge 
will be higher 
than pre-2020 
charge 

 
 
3.8 Annuity Method:  This reflects the ‘time value of money’ as £1 expended this year 

will not have the same spending power as in 10 years’ time. The consequence of this 
calculation is that debt repayments start off lower in early years, then steadily 
increase year on year reflecting the inflation assumption regarding the value of 
money until the debt is fully repaid. in overall terms no additional payment is made 
compared to a flat ‘straight line’ repayment metho. Repayment is instead profiled 
taking account of inflationary assumptions rather than evenly repaid year on year. 

 
3.9 Grant Thornton raised concerns over the use of the annuity method in their 2020-21 

report on the basis that: 
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 Members may not have oversight of the method and therefore might not be 
able to gain assurance that it was the most appropriate method for providing 
for MRP 
 

 As this method results in an increase in the provision each year, Members did 
not have oversight of how this was being accounted for within future years 
accounts 

 
3.10 Two reports relating to the change from a straight line to annuity method of MRP 

calculation were previously approved by Cabinet in December 2016 and November 
2017: 

 

 December 2016 ‘Unsupported’ Capital. This adopted the annuity method for 
post April 2008 expenditure known as ‘unsupported’ capital as under the 
Prudential Code there was no longer any element of central government grant 
funding deemed to be specifically supporting capital financing costs 
 

 November 2017 Supported Capital. The annuity method was approved for 
pre-2008 expenditure. The phased approach was as additional work was 
required to assess and agree appropriate asset lives and previous financing 
of more historical assets on which to base the spread of repayment costs  

 
Appendices 1 and 2 are extracted from the previous Cabinet reports and provided 
further comparison between the MRP calculation methods. Appendix 1 shows a 
comparison between the Revised Asset Life Methodology and Annuity Method of 
MRP for unsupported capital.   Appendix 2 compares the ‘regulatory’ method versus 
‘annuity’ method for MRP. The tables were included in the reports to clearly highlight 
the benefit of adoption in the short and medium term but also the profile of gradually 
increasing provision costs in later years.  

 
3.11 The last change to the Council’s MRP policy was approved by Cabinet in November 

2019. A number of technical adjustments were required when switching between the 
pre-2008 and post 2008 capital financing systems. Specialist treasury advisers were 
commissioned to review the adjustments. The advisers stated that there was an 
option to apply further credit for a number of items of which by far the largest related 
to the former Merseyside County Council debt the Council administers on behalf of 
all the Merseyside local authorities. By applying these credits past payment was 
judged to place the Council ahead of the repayment ‘curve’ allowing a reduction of 
MRP to be taken until the profile was back on track. The value of this adjustment 
was £26m. After discussion with the external auditor it was recommended that the 
benefit gained from this adjustment be phased over a 10 year period. Audit and Risk 
Management Committee also considered a report on this change at its 27th January 
2020 meeting. Appendix 3 provides further detail of the financial profile arising from 
this adjustment. 

 
3.12 The current MRP policies have been implemented with prudence in mind. The 

annuity rate adopted for calculations was based upon the Bank of England target 
rate of inflation of 2% rather than the higher inflation rate that could have been 
selected at the time the policy was amended. The use of asset lives enabled the 
spread of charging to reflect the benefit of use by tax payers over an appropriate 
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period. As many assets are land and building related with an assumed life of 50 
years total MRP charges at an average of 3% per annum are reasonable.  The 
spreading of benefits over years also provides early budgetary relief with time to 
mitigate future gradual increases in annuity method costs.   The previous ‘regulatory’ 
method for unsupported capital would have kept capital debt and associated charges 
within the Council balance sheet well past 50 years due to the reducing balance 
basis leading to charges being virtually perpetual.  

 
 Alternative Methods of Calculating MRP 
 
3.13 The Council agrees its annual MRP policy on an annual basis. It has the right to alter 

the calculation method providing any revised policy is deemed to be reasonable and 
‘prudent.’ The external auditor will provide comment on any change and report as 
necessary on any concerns and issues. Alternative methods are available but would 
require an increase in the revenue budget which would require funding. Alternatives 
could be: 

 

 Return to straight line rather than annuity method.  This would flatten future 
increases but would come at a cost of an immediate increase in charge to the 
revenue budget on implementation. The Council has received approximately 
£15m-£20m of benefit from past lower charges that must be recovered via 
charges based on either a straight line or annuity method. Straight line would 
reduce the level of future increases but would require significantly higher 
levels of charge in the present which considering the extent of the 2023/24 
budget pressures will put increasing strain on that budget that may not be 
sustainable. 
 

 Cease the £2.6m per year over 10 years (from 2019-20) adjustment. This 
would add £2.6m cost per annum to the budget but lessen future payment 
commitments. As per the previous point considering the extent of the 2023/24 
budget pressures this would put increasing strain on the revenue budget. 
 

3.14 As the provision increases year on year, the additional increase in included within 
the Medium Term Financial Plan (MTFP) as a pressure.  The current MTFP spans 5 
years so when setting the annual budget, Council always have oversight of the future 
five year increases for MRP and these are fully accounted for in budget setting.  As 
the MTFP is a rolling plan, a new year is added each time a year ends. 

 
3.15 The Medium Term Financial Strategy approved by Policy and Resources Cabinet on 

15th February 2022 and Council 28th February 2022 included the following annual 
capital financing budgetary increase assumptions: 

   

Year Capital Financing 
Budgetary Increase 

 £ms 

2022/23 2.73 

2023/24 2.49 

2024/25 1.56 

2025/26 0.89 

2026/27 0.34 
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The above figures are subject to annual review and will be updated for the 2023/24 
Medium Term Financial Strategy. 
 

3.16 A change in MRP policy and approach is possible but would involve a sizeable and 
immediate increase in costs being charged to the revenue budget. Such an increase 
would require funding via either additional efficiency/savings proposals or from 
increased income.  
 

4.0 FINANCIAL IMPLICATIONS 
 

4.1 There are no direct financial implications arising from this report which is for noting. 
Should Council agree to amend the current MRP policy there would be immediate 
consequences which would almost certainly involve an increased charge 
requirement against the Council’s revenue budget.  

 
5.0 LEGAL IMPLICATIONS  
 
5.1 Regulations 27 and 28 of the Local Authorities (Capital Finance and Accounting) 

(England) Regulations 2003 prescribed how much MRP an authority should charge 
each year by introducing a formula linked to the Capital Financing Requirement 
(CFR) calculated as 4% of the opening CFR. 

 
5.2 The Local Authorities (Capital Finance and Accounting) (England) (Amendment) 

Regulations 2008 (SI 2008/414) updated existing regulations and placed a duty on 
local authorities to make a prudent provision for debt redemption. Guidance on 
Minimum Revenue Provision issued by the Secretary of State states local authorities 
are required to “have regard” to such Guidance under section 21(1A) of the Local 
Government Act 2003. Further updated guidance was issued in 2018. 

 
6.0 RESOURCE IMPLICATIONS: STAFFING, ICT AND ASSETS 
 
6.1 There are no direct resource, staffing, ICT or asset implications from this report.  
 
7.0 RELEVANT RISKS  
 
7.1 There are no risk implications arising directly from this report. Any subsequent 

change in MRP policy would require compliance with necessary legislation and 
would need to be affordable. Hence, there would be legal and financial risk to 
consider. 
 

8.0 ENGAGEMENT/CONSULTATION  
 
8.1 This report is for noting.  The Council’s MRP policy is approved annually by Council 

as part of the Capital Financing Strategy. Previous changes to the Council’s MRP 
policy have also been approved by Council. 
 

9.0 EQUALITY IMPLICATIONS 
 
9.1 Wirral Council has a legal requirement to make sure its policies, and the way it 

carries out its work, do not discriminate against anyone. An Equality Impact 



 

8 
 

Assessment is a tool to help council services identify steps they can take to ensure 
equality for anyone who might be affected by a particular policy, decision or activity. 

 
9.2 There are no direct equality implications arising from this report. 

 
10.0  ENVIRONMENT AND CLIMATE IMPLICATIONS 
 
10.1 There are no direct environmental and climate implications arising from this report. 

The capital programme which financing this report relates to does contain a number 
of schemes relating to environmental and climate issues. 

 
11.0 COMMUNITY WEALTH IMPLICATIONS 
 
11.1 There are no direct community wealth implications arising from this report. 

 
REPORT AUTHOR: Name; Peter Molyneux 
  (Senior Finance Manager) 
  telephone: 0151 666 3389   
  email:  petemolyneux@wirral.gov.uk 
 
APPENDICES 
 
The appendices below may not be suitable to view for people with disabilities, users of 
assistive technology or mobile phone devices. Please contact 
petermolyneux@wirral.gov.uk if you would like this document in an accessible format. 
 
Appendix 1:Treasury Management Mid-Year Report 2016/17 Cabinet 8th December 2016     

(extract) 
Appendix 2:Treasury Management Mid-Year Report 2017/18 Cabinet 6th November     

2017 (Extract)  
Appendix 3: Minimum Revenue Provision Re-Profiling Cabinet 25th November 2019 

(Extract)  
 

BACKGROUND PAPERS 
 
External Audit Annual Report 2020-21. Grant Thornton. Audit and Risk Management 
Committee 20th July 2022  
Council, Policy and Resources and Cabinet Papers listed in subject history below plus 
Mid-year 2017/18 Treasury Management Cabinet report 6th November 2017  
Mid-year 2016/17 Treasury Management Cabinet report 8th December 2016  
Link Asset Services Wirral MBC Minimum Revenue Provision report May 2019 
 
TERMS OF REFERENCE 
 
The report complies with the following terms of reference: 
 
(c) (iv) : Receive assurances that action is being taken on risk related issues identified by 

both internal and external auditors and other inspectors. 
(c) (v) : Independent scrutiny of the authority’s financial and non-financial performance to 

the extent that it affects the authority’s exposure to risk. 
(f) (i) :  Consider any other reports of external audit and other inspection agencies. 



 

9 
 

 
 
 
 
SUBJECT HISTORY (last 3 years) 

Council Meeting  Date 

 
Council 
Policy and Resources 
Council 
Policy and Resources 
Council 
Policy and Resources 
Cabinet 
Audit and Risk Management 
Cabinet 
 

 
28th February 2022 
15th February 2022 
1st March 2021 
17th February 2021 
2nd March 2020 
17th February 2020 
6th November 2020 
27th January 2020 
25th November 2019 
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Appendix 1 :  
Treasury Management Mid-Year Report  2016/17 Cabinet 8th December 2016 
(Extract)  
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Appendix 2 :  
Treasury Management Mid-Year Report  2017/18 Cabinet 6th November 2017 
(Extract)  
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Appendix 3 :  
Minimum Revenue Provision Re-Profiling Cabinet 25th November 2019 (Extract)  
 
 

   
 


